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KEY ECONOMIC INDICATORS: GERMANY EXCHANGE RATE AS OF MAY 19, 1980 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at 1970 prices (DM billion) 

GNP price deflator 

Per capita GNP, Current prices (DM) 

Disposible Income (DM billion) 

Savings as % disposible income 

Employment (1,000s) of wage salary 
earners, industrial 1/80 

Unemployment rate 3/ 4/80 

Productivity gain 4/ 

Indices: 


New industrial orders, value(1976 = 100) 
3/80 

Industrial production(1970 = 100) 3/80 
Retail sales value (1970 = 100) 2/80 
Industrial wages per employee (1970 =100) 
1/80 

Cost of living(1976 = 100) 4/80 
Industrial prices (1970 = 100) 3/80 


Money a 
Money supply (M); DM billion)* 3/80 
Domestic credit outstanding (DM bill.) *3/80 
Federal debt outstanding domestic 

(DM billion}* 2/80 


Annual federal debt service(DM bill.) 12/80 


External debt (DM billion)* 2/80 
Interest rate, Central Bank* 5/80 
Interest rate, Comm'Bank med.-term* 
BALANCE OF PAYMENTS AND TRADE 


3/80 


1979 


1,395.0 
757.9 
276.6 
319.0 
877.5 
159.0 

22,720.0 
876.1 
13.5 


7,605.0 
3.8 


117.8 
123.0 
191.6 


210.6 
110.9 
153.6 


247.9 
1,340.1 


Gold and foreign exchange reserves (DM bill.)* 


4/80 


Balance of payments (basic balance, DM bill.) 


2/80 

Balance of trade (DM billion) 3/80 
Exports, FOB (DM billion) 1/80 
U.S. share (DM billion) 1/80 
Imports CIF (DM billion) 1/80 
U.S. share (DM billion) 1/80 


U.S. $1.00 = DM 1.7988 
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21.8 
23.9 
31.3 
55.0 


Main exports to U.S., 1979; $ mill: Motor vehicles 4,218; Machinery 2,145; Chemicals 


Electrical equipment 698; Optical and precision mechanical products 371 


’ ’ 
Main i from U.S., 1979; $ mill: Machinery 1,801; Chemicals 1,647, Electrical 
equipment 1,231; Edible fats and oils 937; Aircraft 644; Automobiles 337 
1/ Cumulative through latest date shown, except for items marked *. 2/ 1980 through 
latest date shown over the same period in 1979, except for items marked *. 3/ As 
percent of labor force; 1980 seasonally adjusted. 4/ Increase in real domestic product 
per worker. NOTE: Items marked * are as of year end 1979, and as of latest month 
shown for 1980. 1980 percentage changes indicate changes of latest date shown over 


comparable date in 1979. 





SIRRARY 


The German economy continued to demonstrate impressive s/.ength during 
early 1980. Industrial production reached new peaks and retail sales, 
which had flattened out in the second half of 1979, picked up briskly. 
Most forecasters believe that overall economic activity will expand by 
about 2 1/2 percent in constant prices over the previous year. 


That would constitute a marked slackening from 1979's growth rate of 
almost 4 1/2 percent. Restraints on both demand and supply, however, 
have made an economic slowdown very nearly inevitable. On the demand 
side, the most important drag is a decelerating rate of consumption 
outlays. A doubling of oil prices since early 1978 and generally 
higher import prices have led to an acceleration in the domestic rate 
of inflation and thereby sharply reduced real net disposable incomes. 
A higher rate of inflation has in turn induced the government sector 
to exercise greater budgetary prudence. On the supply side, the achieve- 
ment of near full employment conditions and of a normal rate of 
capacity utilization in the industrial sector will constrain output 
growth to a rate approximating that of the expansion in productive 
potential. 


How steep the slowdown will be and how soon it will occur depend very 
much on exports and investment, particularly inventory accumulation. 
In early 1980 German exports and export orders continued to perform 
very satisfactorily. A sustained high rate of investment in both 
equipment and construction also have buoyed hopes of a fairly good 
year for the economy, The verdict on a critical variable to the fore- 
cast, stockbuilding, is still being debated. As of the date of this 
report, there were few if any indications that a drastic cutback from 
1979's exceptionally high rate was immediately in store. 


Although German imports are expected to expand at a much slower pace 
in 1980 than in 1979, import figures for the first two months of 1980, 
indicate the German market continues to be very attractive. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 
1979: Mini-Boom Year 


In many respects, 1979 was the German economy's best year in a long 
time. Unemployment was brought to its lowest level in five years; 

the rate of economic growth at 4.4 percent was the highest since 

four years ago; investment was experiencing its strongest surge since 
the early 1970's. A better performance was achieved despite the very 
large jump in the Federal Republic's oil bill for 1979. Higher oil 
prices alone drained DM 15 billion (over 1 percent of gross national 
product) from domestic purchasing power. Substantially higher prices 
for other basic commodities also acted as a drag on the economy during 
the year. 


Virtually all sectors contributed to the past year's accelerated growth 
pace, the principal exception being private consumption. In the 
absence of substantial personal income tax reductions at the beginning 
of the year, consumer outlays almost surely would have fallen well 
short of the 2.8 percent increase on the year actually realized. 
Particularly hard hit by greater consumer frugality were durable goods, 
and among this category hardest hit of all were automobiles. A1.5 
percent drop in private auto registrations can be partly attributed 

to a 16 percent rise in gasoline prices but partly also to cyclical 
factors -- a downturn in the four-year upswing in private vehicle 
registrations was overdue when measured against past cycles. 


The investment sector made the largest contribution to accelerated 
growth for the year. The construction sector experienced another 
year of still higher growth. In fact, except for the disruptions 
resulting from unusually wintry weather during early 1979, the boom 
would have been even more impressive. The government-sponsored "In- 
vestment for the Future" and residential construction were important 
elements in the accelerated pace of this sector. Investment in equip- 
ment also fared well in 1979. Again, investments for rationalizing 
and automating existing production processes were preeminent 
Although still accounting for only a modest portion of total fixed 
investment, investments for additional capacity (capital-widening) 
increased markedly over what they had been in recent years. A spur 
to capital-widening type investments was a near closing of the gap 
between actual and normal capacity utilization rates during the 
latter part of the year. 


Adding almost 1 1/2 percentage points to the overall growth rate were 
investments in inventories. To some extent a stronger rate of stock- 
building was induced by a higher level of industrial activity. 
(Industrial production was up by 5.4 percent in 1979.) Other con- 
tributing factors were expectations of higher prices and a deteriorated 
international political climate. 





Unfortunately a higher level of domestic economic activity was 
accompanied by greater inflationary pressures. The consumer price 
index rose by 4.1 percent, the highest rate since 1976. Most other 
indices showed even higher rates of price increases. The main source 
of additional pressure on prices appears to have been the external 
sector. Led by a 79 percent increase in prices for oil products the 
import price index increased by 12-9 percent over the previous year. 
Real mark depreciation in 1979 -- DM . appreciation was less than 
the gap between internal and external price movements -- helped to 
worsen domestic inflationary pressures although the main source was 
a steep rise in world commodity prices. The domestic sector ex- 
periencing the greatest inflationary pressures was construction where 
overheated demand helped to produce a 10 percent increase in costs 
for the year. 


Inflation: The Chief Focus of Current Economic Policy 


Economic policy makers in recent months have made no bones about what 
they regard as the number one economic problem: inflation. On the 
monetary front there has been a considerable tightening over the 
past year. All measurements of money supply show sizeable decreases 
in rates of growth and both short-and long-term interest rates have 
moved up steadily. Among the principal causes of monetary tightness 
in recent months have been capital outflows in search of higher 
interest rates elsewhere. In early May interest rates were at their 
highest levels in several years. 


Although the German Central Bank has indicated that further restraint 
on money supply growth would be necessary in the subsequent part of 
the year, expectations that interest rates had just about peaked were 
widely shared. Private demand for credit, especially on the part of 
the construction sector, seemed likely to ease in the course of the 
year. Efforts on the part of the public sector to prune spending 
should result in a lower public sector financing requirement. 


Slowing Growth Rate during 1980 


Gross national product is thought to have expanded at abouta 4 
percent annual rate during the first quarter of 1980. Other in- 
dicators of cyclical vitality were the strong expansion of retail 
sales in early 1980 following a several months’ lull in late 1979 and 
increases of both exports and export orders during the first quarter 
of the year. Despite higher interest rates, construction activity 
continued at a robust pace. 


Nonetheless, there is virtually unanimous agreement among forecasters 
that the economy will decelerate during the rest of the year. Only 
the extent of the projected slowdown is in dispute. The Central 





Bank is projecting an overall rate of expansion of close to 3 
percent for 1980, which implies still positive growth for the balance 
Of the year. The Institute for International Economy in Kiel expects 
a recession to get underway in 1980. Wedged in between are fore- 
casters who project a marked slowdown but no recession. 


Reduced rates of private consumption and of inventory accumulation 
will be the principal negative impacts on the economic growth. While 
rates of increase in fixed investments and in exports will almost 
certainly be lower in 1980 than in 1979, these sectors appear likely 
to at least reach growth levels normal for recent years. Geman 
exports, according to reports, are especially benefiting from their 
newly won price competitiveness -- a consequence of comparatively 
low domestic price inflation and of relatively small net change in 
exchange rates in recent months. Perhaps paradoxically higher fuel 
prices apparently are helping to sustain the investment boom: fuel 
efficient equipment is being substituted at a faster rate for equip- 
ment rendered obsolescent by higher operating costs. 


Most forecasters believe that the lull in the ecommic pace will be 
relatively brief, provided that oil prices are not jacked up once 
again in the next few months and that there is no further deterioration 


in the international envirorment. German investment appears to have 
a strong head of steam which should tend to boost the economy and 
German export growth is expected to remain fairly strong. Order books 
tend to confirm these expectations. 


Additional support to demand will come from a promised personal 
income tax reduction as of January 1981, which will add more than 

DM 10 billion to disposable income (0.7 percent of gross national 
product), and from an expected acceleration in real income growth as 
inflation rates begin to ebb. The recent joint report of the Economic 
Institutes concluded that an economic upturn could very well get 
underway in 1981. 


Steady Growth Conditioned on Wage Moderation 


Most forecasts of a fairly early economic upswing have been made 
contingent on rather modest wage settlements. Although higher than 
suggested by the Council of Economic Experts and by most of the 
Economic Institutes, negotiated agreements for 1980 are averaging 
somewhat less than expected inflation plus productivity gains for 
the year. Labor costs are expected to increase by about 8 

percent for the year and per unit labor costs (after allowance 

for increases of productivity) by only 5 to 6 percent, 





Given an expected drop in the inflation rate during the second half 

of 1980, it is hoped that wage increases in 1981 will be more moderate. 
The assumption is that more moderate wage settlements will mean less 
cost-push inflation and a better investment environment. Although 
unemployment is expected to edge back up toward one million at the 

end of the year (about a 4 _ percent unemployment rate), presumably 
it would not go much higher if the forecasters' assumptions about 
prices and wages are realized. 


Good Long-Term Economic Prospects 


Germany's record for economic stability in recent years has been 

the envy of most of the developed countries. Few countries can match 
the Federal Republic's combination of low inflation, harmonious 
labor/management relations, and strong growth in productivity. As the 
world's largest exporter of manufactured goods, German industry has 
been forced to keepabreast'of international competition. Present 
indications are that German economic strength will go on increasing 

in the years ahead. 


Like the economies of all countries, the German economy has its 
vulnerabilities. More than 25 percent of Germany's gross national 
product and a much higher percentage of its industrial production are 
exported. Germany is overwhelmingly dependent on imports for its 
raw materials; about 70 percent of its energy requirements are 
imported. Hence, the fate of the German economy depends very much 
on the preservation of a liberal international trading system. 


A major policy objective is to decrease German dependence on imported 
oil. A recent decision to liberalize coal imports will help. 
Development of other energy sources, especially nuclear energy, is 
widely viewed as essential. Environmentalist groups, however, are 
delaying construction of additional nuclear power plants. It remains 
to be seen how effective an energy policy geared to increasing 
domestic energy production as well as to greater energy conservation 
will be in the face of stubborn opposition from opponents of nuclear 
power. 


Boom in German Investment in the U.S. 


The U.S. strengthened its position as the preferred destination for 
German investment in 1979. According to German statistics, German 
direct investment in the U.S. for the year rose to DM 3.7 billion, 
or almost one-half of the total. In second place was France with 
less than 10 percent of German direct investment for the year. 
U.S. investment in the Federal Republic, by contrast, increased by 
only DM 216 million during the year. 





Although German investments in U.S. real estate usually get more 
publicity, other types of U.S. assets have a much higher value in 
the German investment portfolio. Investments in holding companies 
and in chemical, iron and steel, electro-technical, and passenger 
car industries account for the bulk of German investment in the U.S. 


Germany Experiences a Good Agricultural Year 


German agriculture experienced a favorable year in 1979 with balanced 
weather and good growing conditions for grains and most other field 
crops. Total grain production reached 22.7 million tons (1978 a 
record 23.9). Increases were also seen in the output of other 
commodities. With an increase in winter grain plantings for the 

1980 crop of 4.3 percent, a crop near the 1979 crop is forecast on 
the basis of historic trends. Longer-term prospects are, however, 
not encouraging because of stagnating consumption and controversy 
surrounding increases in the EC's producer support prices. 


Trade in the agricultural sector flourished during 1979, with imports 
reaching a record $23.7 billion (+14 percent), and exports growing 

16 percent to $9.2 billion. The United States is the third largest 
supplier of agricultural products to Germany with a share of 9.8 
percent in the total market in 1979, or $2.3 billion (+8 percent). 
The Netherlands is the largest exporter to the German agricultural 
market, and because of substantial increases in sales of grains, 
fruits, wine,and other products, France moved into the second position. 
In U.S. shipments, the largest changes on a value basis occurred in 
Oilseeds and products (+10 percent), grains (-15 percent), southern 
fruits (+43 percent), and non-grain feeds (+48 percent). 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Slower German Import Growth in the Months Ahead 


While the 1979 boom in imports (up by j19 percent in volume) will 
slacken to more modest proportions this year, relatively strong growth 
in overall economic activity should assure a fairly buoyant seller's 
market for at least several months to come. The 1979 spurt in imports 
was led by basic commodities, as producers and wholesalers sought to 
assure themselves of adequate stocks against the possibilities of 
shortages and of still higher prices. It is likely the 1980 decline 
will be felt much more heavily in sales of these products than in sales 
of manufactured goods or of agricultural products. Overall, the 

volume of imports is expected to expand by about 4 to 5 _ percent. 


If economic activity begins to accelerate in 1981, as is widely ex- 
pected, import growth should respond accordingly. Although Germany 

is the world's largest exporter of investment goods, the strong surge 

in domestic investment during the past two years has led to fast 

rising imports of these types of goods. As fixed investment is ex- 
pected to maintain a rather brisk pace during an economic slowdown 

and to show the smartest rate of increase as the economy begins its 

next upswing, this should be a particularly promising market for foreign 
sellers. 





Bilateral Trade Balance still in Germany's Favor 


According to official German statistics, the U.S. bilateral trade 
deficit fell to about $252 million during 1979 as compared with a 
deficit of about $1,363 million for 1978. Recessionary conditions 
in the U.S. when combined with still positive growth in the Federal 
Republic would tend to narrow the gap still further or perhaps 
produce a surplus. In fact, German imports from the U.S. rose by 
some 52 percent during the first two months of 1980 over the 
corresponding period of a year ago to produce a U.S. surplus of $450 
million. On the other hand, the margin of U.S. competitiveness 
gained from earlier dollar devaluations vis-a-vis the mark has been 
trimmed by faster rising U.S. producer costs. 


If, as expected, the economies of most other industrial countries 
expand at a slower pace in the months ahead, competition for sales 

in growth countries will be keen. Reliability, expeditious service, 
and attention to customers' preferences with regard to style and 
quality are essential to success in the German market. A steadily 
older population working less but with more money to spend especially 
implies a fast growing demand for leisure time goods and services. 
There is also an expanding German interest in the more sophisticated 
consumer products as the average income level approaches the highest 
among developed countries. 


Slower economic growth is not expected to curb a voracious German 
demand for foreign travel. For several years German tourists have 
spent more money abroad than any other nationality. In 1979 German 
tourist outlays rose by 10 percent to more than DM 32 billion. 
Increasing numbers are venturing beyond the traditional vacation 
locales and tourist attractions in and around Europe. Travel to the 
U.S. has become rapidly more popular, partly because of the lower 
costs of food and lodging. This advantage apparently still holds. 


Overall Trade and Current Account Balances Decline 


Germany's trade surplus was almost halved from 1978 to 1979. Higher 
import prices, especially of oil and other basic commodities, and a 
much faster rate of growth in the volume of German imports than of 
German exports accounted for a decline in the trade surplus from 

DM 41.2 billion in 1978 to DM 22.4 billion in 1979. Most observers 
expect import and export volumes to rise by approximately the same 
amount in 1980. Since import prices have risen much faster than 
export prices so far in 1980, a smaller trade surplus is anticipated. 


Germany's current account balance swung from a DM 17.7 billion surplus 
in 1978 to a DM 10.5 billion deficit in 1979. Most forecasts place 
the probable 1980 deficit at DM 20 billion or more, some even in 
excess of DM 25 billion. As Germany's foreign exchange reserves total 
more than DM 70 billion, no problem will be encountered in financing 
the deficit. Furthermore, the financial authorities have made it 
clear that measures aimed directly at curbing the deficit will be 
eschewed. 





This is not to imply a lack of concern about large and continuing 
deficits on the part of the authorities. For the short term, the 
emphasis of policy is on attracting capital from abroad to cover 

the deficit, primarily via the market. In the longer term, it is 
expected that higher investment and lower consumption rates when 
combined with a greater export competitiveness will have the desired 
corrective effect on the current account. 


U.S. Sales of Manufactured Goods Rise Sharply 


At $82 billion, the German import market for finished manufactures 
exceeded 1978 levels by 26 percent. In this market, second in size 
only to the United States, U.S. sales reached $6.7 billion, an 
increase of 26 percent over 1978. The U.S. market share came to 8.1 
percent, slightly less than in 1978, when it stood at 8.2 percent. 
Among the leading industrial supplier countries of the German market, 
only France and the U.K. could expand their market shares -- France 
from 15.5 to 16.0 percent and the U.K. from 5.9 to 6.4 percent 
respectively. 


Favored by a lively rate of investment activity, U.S. sales of 
machinery in the German market exceeded 1978 levels by 29 percent, 
amounting to $1.8 billion. The U.S. market share rose to 17.4 
percent, as compared with 17.2 percent in 1978. With $941 million, 
sales of U.S. office machines jumped by 47 percent. The U.S. market 
share for office machines improved substantially, from 31.6 percent 


in 1978 to 34.0 percent in 1979. Other major machinery groups, however, 
e.g. pumps and compressors, power engines, machine tools, paper and 
printing machinery, and materials handling equipment, although 
registering increases in dollar values, lost market shares. 


U.S. sales of chemicals, the second largest commodity group of finished 
manufactures, rose by 32 percent to $1.4 billion. Major contributors 
were plastics and plastic products, which expanded by 56 percent to 
$355 million. Photochemicals, pharmaceuticals and dyes, although 
registering gains in dollar values, saw their market shares slip. 

On balance, the market share of U.S. chemicals declined slightly from 
11.5 to 11.1 percent. 


Buoyant sales were reported for U.S. electrical equipment, which ex- 
ceeded 1978 levels by 33 percent and reached $1.2 billion. U.S. 
sales of automobiles (including parts) again registered a remarkable 
growth rate, exceeding 1978 levels by 56 percent. German imports 

of U.S. automobiles came to $337 million and the U.S. market share 
improved from 2.9 to 3.9 percent. 


A weak spot in U.S. exports to Germany was aircraft. At $644 million, 
sales of U.S. aircraft were 12 percent below 1978 levels and the U.S. 
market share declined from 40.9 percent in 1978 to 25.3 percent in 
1979. It is expected, however, that U.S. sales will improve in 1980 
when deliveries of 36 Boeing 737, ordered by Lufthansa, begin. 





A variety of U.S. consumer goods continued to register substantial 
sales increases. U.S. exports to Germany of paper and paper pro- 
ducts rose by 49 percent to $132 million; cutlery, tools,and ironware 
increased by 40 percent to $126 million; and leather, furs, and pro- 
ducts thereof rose by 75 percent to 41 million. At $151 million, 
U.S. exports to Germany of textiles and textile products exceeded 
1978 levels by 32 percent. With a major promotion of U.S. textiles 
and apparel being mounted in the Federal Republic, prospects for a 
significant increase in 1980 are excellent. 


U.S. Government-Sponsored Activities 


The U.S. Government will sponsor a number of American group exhibits 
at German fairs in the coming months to help American exporters expand 
their sales to Germany and Europe. Thus, the Department of Agriculture 
will sponsor U.S. exhibits at food fairs in Munich, Berlin, and 
Cologne. The U.S. Department of Commerce will sponsor American group 
exhibits featuring computers, data-processing equipment, clothing and 
textiles, hospital equipment, and sporting goods and apparel. At the 
same time Foreign Commercial Service offices in Germany will be 
organizing visits by groups of 20 to 100 German businessmen to U.S. 
international trade fairs displaying clothing and textiles, sporting 
goods, carpets, hardware, machine tools, general merchandise, EDP 
equipment, and instrumentation/automation equipment. Other U.S. fairs 
scheduled for visits include such themes as concrete and construction 
industries, food processing, dental equipment, and banking, and hotel/ 
restaurant equipment. 


* U, S, GOVERNMENT PRINTING OFFICE: 1980—311-056/305 
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